
J.P. Morgan Asset Management’s comments on the European Commission’s Consultation 

Document on UCITS Product Rules, Liquidity Management, Depositary , Money Market Funds, 

Long Term Investments 

This submission reflects the views of J.P. Morgan Asset Management (“JPMAM”), the investment 

management division of JPMorgan Chase & Co.  JPMAM manages nearly 200 UCITS funds with 

€170,000 million assets as at 30 June 2012. 

We are grateful for the opportunity to contribute to the discussion of these important issues for the 

future of the UCITS regime.  It is of vital importance to the continued confidence of retail investors in 

UCITS that the regulations properly define the assets permitted and the extent of their use.  UCITS 

funds are also used outside the EU and it is important that their reputation is not tarnished by the 

failure of funds. 

We do not believe that extensive new restrictions on the types of eligible assets are appropriate, but 

appropriate controls as to their use would bring the desired safeguards. 

Box 1: Eligible assets and the use of derivatives 

Q1 

Do you consider there is a need to review the scope of assets and exposures that are deemed 

eligible for a UCITS fund?  

 

1 Answer:  

Yes, but we do not believe that there needs to be any significant reduction in the universe of eligible 

assets.  Such a review is likely to bring most benefit to investors if it leads to greater harmonisation 

and clarity in the regulations governing the use of the assets. 

The changes to the eligible assets brought in under UCITS III have enabled the introduction of funds 

using a wide variety of strategies with a broad range of risk profiles, some of which may not have 

been considered at the time of the introduction of UCITS III.  We do not believe, however, that this 

necessarily means that there should be a cross-the-board retrenchment in the permited instruments 

and techniques available to UCITS managers.  Some instruments and techniques, while 

sophisticated, may be of significant value to investors and may, for example, be useful in limiting the 

risk to which the investor is exposed.  Each should be carefully considered before change is 

proposed. 

Specific points where the current regulations do not work well are as follows: 

a. There is considerable national variation in the treatment of ineligible assets and what is 

permitted for inclusion in the 10% unapproved bucket.  This should be harmonised. 

b. If the Commission deems it appropriate to continue to permit investment in ineligible assets 

through the use of financial indices (see Q5 below), the application of correlation concepts 

to commodity indices post ESMA 2012-474 risks limiting the ability of portfolio managers to 

actively manage the components of a general basket, having permitted investment in that 

basket. 



Q2 

Do you consider that all investment strategies current observed in the marketplace are in line with 

what investors expect of a product regulated by UCITS?  

 

2 Answer: 

 

Yes, since there will be a broad range of views from investors on what strategies are expected under 

the UCITS regulations.  UCITS should be able to satisfy a wide range of investor needs so that a retail 

investor may satisfy all of his or her investment needs through a portfolio of UCITS funds without 

having to go to less protected funds.   

We do not believe that most investors would have any detailed understanding of the specifics of the 

UCITS investment limits and what assets would be eligible or not.  The investor would be likely to 

assume that he or she should be able to tell how risky a fund is from the fund documents.  Here the 

fund documentation becomes important. 

Q3 

Do you consider there is a need to further develop rules on the liquidity of eligible assets? What 

kind of rules could be envisaged? Please evaluate possible consequences for all stakeholders 

involved.  

 

3 Answer: 

No.  At present, the UCITS rule gives portfolio managers the responsibility to manage a fund in such 

a way as to ensure the ability to meet redemption requests.   

The problem with trying to bring more precision to the rule is that the liquidity of a financial 

instrument will vary over time, and something that is liquid at the time of purchase may become 

illiquid at another point in time.  In addition, it is sometimes only possible to determine liquidity 

when the manager comes to sell the investment.  In view of this, it is right that managers manage 

the liquidity of their funds as they are best able to deal with fluctuating market conditions in an 

effective and timely way. 

Q4 

What is the current market practice regarding the exposure to non-eligible assets? What is the 

estimated percentage of UCITS exposed to non-eligible assets and what is the average proportion 

of these assets in such a UCITS' portfolio? Please describe the strategies used to gain exposure to 

non-eligible assets and the non-eligible assets involved. If you are an asset manager, please 

provide also information specific to your business.  

 

4 Answer: 

We manage nearly 200 UCITS funds and only a very small number invest systematically in non-

eligible assets through approved means.  For example: 

 Commodities represent approximately 25% of our Agriculture fund.   



 Our Highbridge Diversified Commodities fund has a 100% exposure to commodities through 

the use of swaps (commodity indices). 

 Our 130/30 funds obtain an exposure to short securities positions through the use of swaps. 

We currently do not have exposures to loans or property in our UCITS funds. 

Q5  

Do you consider there is a need to further refine rules on exposure to non-eligible assets? What 

would be the consequences of the following measures for all stakeholders involved:  

- Preventing exposure to certain non-eligible assets (e.g. by adopting a "look through" approach 

for transferable securities, investments in financial indices, or closed ended funds).  

- Defining specific exposure limits and risk spreading rules (e.g. diversification) at the level of the 

underlying assets. 

5 Answer: 

If an asset is ineligible, on the surface it does not make sense that exposure to it may be obtained 

through investment in an alternative instrument.  However if, for example, the restriction was in 

place because of the illiquidity of the investment rather than any other investment risk, an 

investment through a liquid instrument may be an entirely logical and valid solution. 

The Commission should consider the risks involved in specific investments and whether they do hold 

for alternative methods of gaining exposure.  If they do not, the alternative methods should be 

specifically permitted and spread rules adopted in relation to the underlying assets. 

There is a lack of consistency in the application by Member States of the 10% unapproved securities 

rule.  Some apply it strictly to unapproved transferable securities and money market funds, whereas 

others will permit the holding of assets within this limit that would be entirely ineligible in other 

Member States. 

For example, an open ended fund that is not itself restricted to a maximum 10% investment in other 

open ended funds is permitted within the 10% unapproved limit in some jurisdictions, and not 

permitted at all in others. 

Another inconsistency is that a total return swap on a financial index may be used to gain exposure 

to an investment class that would otherwise be ineligible such as a direct holding in commodities, 

whereas a future on a commodity would not be permitted.  In other words, is it right that baskets of 

commodities are permitted, but exposure to a number of individual commodities is not?  We do not 

believe so. 

Q6 
Do you see merit in distinguishing or limiting the scope of eligible derivatives based on the payoff 
of the derivative (e.g. plain vanilla vs. exotic derivatives)? If yes, what would be the consequences 
of introducing such a distinction? Do you see a need for other distinctions?  
 

  



6 Answer: 

Currently, JPMAM ony uses simple forms of derivative.  Exotic derivatives may have issues of 

transparency and valuation that make them incompatible with UCITS. 

A point worth making is that even among vanilla derivatives, the payoff profile may very 

considerably for different underlyings even with the same notional.  What is required is an updated 

measure of the level of upside and downside risk in a portfolio after the introduction of a given 

derivative, taking into account correlations between all positions in the portfolio.  This is offered by 

VaR, and it is important that managers understand the implications of an investment in a derivative, 

even a relatively plain one. 

Q7 
Do you consider that market risk is a consistent indicator of global exposure relating to derivative 
instruments? Which type of strategy employs VaR as a measure for global exposure? What is the 
proportion of funds using VaR to measure global exposure? What would be the consequence for 
different stakeholders of using only leverage (commitment method) as a measure of global 
exposure? If you are an asset manager, please provide also information specific to your business. 
 
7 Answer: 

Since derivatives are used to modify market risk, market risk is the primary component of global 

exposure relating to derivative instruments.  Derivatives do introduce other non-target risk type, 

such as counterparty risk, pricing risk etc., which are aspects of global exposure.  One risk type 

cannot be a consistent indicator of global exposure which combines multiple risk types.  However, 

both market risk and global exposure are inadequate concepts in that true control cannot be 

exercised without decomposition into individual risk types, such as interest rate risk, foreign 

exchange risk, commodity risk, and spread risk, using units of measurement of each risk type which 

are directly comparable.  For this reason, we use VaR decomposition to monitor overall investment 

risk. 

VaR is typically employed in strategies in which the commitment method is viewed as unreliable.  A 

good example is a fixed income fund – some managers apply a commitment method which treats as 

ranking pari passu units of commitment with sensitivities varying by a factor of 70.  Other reasons 

for applying VaR do not relate to strategies employed, but rather to an appreciation of the superior 

quality of VaR compared with the commitment method.   

The criteria for permitting or blocking netting and hedging in the commitment method require 

judgements which cannot be automated in a computer program.  With the regulatory standards for 

monitoring frequency requiring automated controls, the commitment method degenerates into the 

application of overstatement to overcome computational impossibility.  In addition, the 

commitment method totally ignores any variation in risk levels in the physical portfolio, reporting 

identical levels of risk whether the fund is a liquidity fund, bond fund or equity.  Certain asset 

managers, aware of the deficiencies of the commitment method have converted fully to VaR, which 

involves no judgemental processing steps, handles correlation better and includes the physical 

portfolio. 



Those portfolios whose exposure to derivatives is limited to futures do not need VaR as the price of 

the futures behaves in a similar way to the underlying securities.  Where options and other 

instruments are used, however, the delta effect must be taken into account and VaR becomes more 

appropriate. 

Approximately 1/3 of our funds are on VaR and 2/3, representing funds with very little use of 

derivatives, are on the commitment method.  We are introducing ex ante tracking error 

decomposition to make up for the deficiencies of the commitment method, in particular the inability 

to decompose commitment measures into specific risk types and the total exclusion of the physical 

portfolio. 

Q8 
Do you consider that the use of derivatives should be limited to instruments that are traded or 
would be required to be traded on multilateral platforms in accordance with the legislative 
proposal on MiFIR? What would be the consequences for different stakeholders of introducing 
such an obligation?  

 
8 Answer: 

No.  While a liquid exchange traded derivative is preferable to an OTC derivative, the disadvantages 

of the OTC derivative are not so great as to make them unattractive as an investment.  It is also not 

possible to artificially generate liquidity on a market, so it is not necessarily the case that the 

“preferable” situation would be achievable.  With a restriction on the use of OTC derivatives, we 

would forsee reduced choice for investors, reduced innovation and increased costs.  It is not clear to 

us that the benefits of any risks mitigated outweigh the costs. 

 

Box 2: Efficient portfolio management techniques 

Q1 

Please describe the type of transaction and instruments that are currently considered as EPM 

techniques. Please describe the type of transactions and instruments that, in your view, should be 

considered as EPM techniques.  

1 Answer: 

When referring to EPM, in addition to securities lending and the use of repos and reverse repos, it is 

common to include the use of derivatives on transferable securities and money market instruments 

for specific purposes.  These purposes include the reduction of risk, reduction of cost and the 

generation of additional income or capital with a risk level which is consistent with the risk profile of 

the fund and the risk diversification rules. 

JPMAM currently uses the following types of transactions and instruments in the context of EPM: 

futures to equitise cash flows, options (puts and calls) to generate income (sell calls), interest rate 

futures to adjust duration, futures to expedite asset allocation, p-notes to obtain equivalent 

exposure to an underlying asset, foreign exchange hedging, securities lending and reverse repos. 

  



Q2 

Do you consider there is a specific need to further address issues or risks related to the use of EPM 
techniques? If yes, please describe the issues you consider merit attention and the appropriate 
way of addressing such issues.  

 
2 Answer: 

ESMA has recently addressed the risks relating to the transparency of costs of securities lending 

programmes and a number of other issues.   

The broader definition of EPM, referring to the use of derivatives, has always been difficult to define, 

and the currently accepted definition, while perhaps not perfect, is the result of much discussion and 

debate over a significant period of time.  We do not believe that the definition needs to be revisited 

and in particular, we believe that a definition that involves a list of approved techniques would be 

too restrictive in that it would not be capable of dealing with market changes. 

Q3 

What is the current market practice regarding the use of EPM techniques: counterparties involved, 

volumes, liquidity constraints, revenues and revenue sharing arrangements?  

3 Answer: 

A small proportion of our funds use securities lending as a means to generate additional income.  

Lending occurs on the basis that it will not restrict the portfolio manager from selling the shares on 

loan at any time.  Reverse repos are widely used in our liquidity funds, collateralised by sovereign 

bonds.  Reverse repos are a source of liquidity for a fund, not a constraint. 

Q4 

Please describe the type of policies generally in place for the use of EPM techniques. Are any limits 

applied to the amount of portfolio assets that may, at any given point in time, be the object of 

EPM techniques? Do you see any merit in prescribing limits to the amount of fund assets that may 

be subject to EPM? If yes, what would be the appropriate limit and what consequences would 

such limits have on all the stakeholders affected by such limits? If you are an asset manager, 

please provide also information specific to your business.  

 

4 Answer: 

Certain policies applicable to reverse repos are derived from those applied to deposits, which are 
used far more widely than reverse repos.  For instance reverse repo counterparties are drawn from 
the list of permitted deposit counterparties and regulatory concentration rules applied to deposit 
issuers are applied to gross repo counterparty exposures to introduce diversification.   
 
Another source of policies is the set of maturity standards which a liquidity fund must meet in order 
to gain a triple A rating from an agency such as Moodys.  Collateral levels, by contrast, are a market 
convention.  Unilaterally enhancing haircut levels by means of regulations would simply impair the 
ability of UCITS to participate in the market.  Reverse repos are governed by repo agreements 
negotiated with counterparties and with collateral agents.  These specify such terms as acceptable 
collateral types.   
 



We do not believe that it would be appropriate to set limits on the amount of fund assets that would 

be subject to EPM.  In the case of Money Market Funds, investment in reverse repos may represent 

close to 100% of the value of a fund as they are a good method of combining the liquidity offered  by 

deposits with the credit rating of sovereign bonds.  With appropriate risk management policies in 

place, there is no reason to set restrictions. 

Q5 

What is the current market practice regarding the collateral received in EPM? More specifically:  

 
- are EPM transactions as a rule fully collateralized? Are EPM and collateral positions marked-to-
market on a daily basis? How often are margin calls made and what are the usual minimum 
thresholds?  
 
- does the collateral include assets that would be considered as non-eligible under the UCITS 
Directive? Does the collateral include assets that are not included in a UCITS fund's investment 
policy? If so, to what extent?  
 
- to what extent do UCITS engage in collateral swap (collateral upgrade/downgrade) trades on a 
fix-term basis? 

5 Answer: 

The level of collateral is set by the market.  There is no minimum for exchange traded contracts, but 

there is for OTC.  Positions are marked to market daily.  OTC positions are recalculated daily, but 

changes in margin are dependent of relevant thresholds. 

Collateral for securities lending and reverse repos is marked to market daily, with daily collateral 

calls.  Under current rules, UCITS have controlled access to the non-traditional reverse repo market 

based on corporate debt.  We use a conservative 10% limit as a cap on gross counterparty exposure 

arising from non-traditional reverse repos so as to avoid the complexity of sorting collateral by credit 

rating.  Note that UCITS permits 20% of a portfolio to be placed on unsecured deposit with a single 

counterparty. 

We only use eligible assets as collateral and we do not use collateral swap trades. 

Q6 

Do you think that there is a need to define criteria on the eligibility, liquidity, diversification and 

re-use of received collateral? If yes, what should such criteria be?  

 
6 Answer: 

Standards for collateral quality are necessary for the maintenance of investor confidence in UCITS.  

Criteria should be ease of pricing, ease of disposal, ease of maintaining coverage sufficient to handle 

the price volatility of the collateralised exposure and of the collateral. Reuse should be permitted 

provided that it does not impair the fund's ability to return collateral to the counterparty at any 

time, and that the market exposures resulting from the reuse are adequately disclosed and properly 

combined with those of the main portfolio when applying portfolio risk management procedures. 

 



It might be helpful to introduce a form of best practice guidance covering such issues as liquidity and 

diversification which could be adjusted depending on market conditions.  We can see no reason to 

adjust existing regulatory limits which have already been defined to a large extent by CESR/ESMA. 

 

Q7 

What is the market practice regarding haircuts on received collateral? Do you see any merit in 

prescribing mandatory haircuts on received collateral by a UCITS in EPM? If you are an asset 

manager, please provide also information specific to your business.  

 
7 Answer: 
 
There is a concern that if mandatory haircuts were applied, UCITS investors could be cut out of the 

market.  The level of the haircut is dependent upon quality and size.  It might be helpful to require 

positions to be fully collateralised as a minimum, with margins set by market practice. 

 

Q8 

Do you see a need to apply liquidity considerations when deciding the term or duration of EPM 
transactions? What would the consequences be for the fund if the EPM transactions were not 
"recallable" at any time? What would be the consequences of making all EPM transactions 
"recallable" at any time?  
 

8 Answer: 

 

Q9 

Do think that EPM transactions should be treated according to their economic substance for the 

purpose of assessment of risks arising from such transactions?  

 

9 Answer: 

 

EPM transactions are normally  treated according to their economic substance rather than according 

to their legal form.  In the fund accountant's records a reverse repo is treated as a short term cash 

placing, rather than as the simultaneous purchase and sale of a security.  In a repurchase 

transaction, the booking is as a cash taking from the counterparty.  Similarly even if a lent security is 

rebooked in the name of the borrower, the economic substance is that the lent security will be 

returned, hence it continues to be recorded as a portfolio exposure.  

 

The accounting treatment of securities on loan can vary from one country to another.  It will assist 

harmonisation for there to be consistency in this area. 

 

Q10 

What is the current market practice regarding collateral provided by UCITS through EPM 
transactions? More specifically, is the EPM counterparty allowed to re-use the assets provided by 
a UCITS as collateral? If so, to what extent?  
 
  



10 Answer: 

 

In the case of securities lending and repurchase agreements, our funds do not provide collateral to 

others as we do not borrow securities nor raise loans by way of repurchase agreements. 

 

In the case of other forms of derivative use under EPM, the treatment is dependent on the 

transaction type.  Futures are subject to the rules of the relevant exchange, whereas in the case of 

OTC derivatives, the requirements vary.   

 

Q11 

Do you think that there is a need to define criteria regarding the collateral provided by a UCITS? If 
yes, what would be such criteria?  
 

11 Answer: 

 

If criteria relating to collateral provided by a UCITS were to stipulate permitted instrument types 

outside the UCITS’ target investment universe, underinvestment in the garget investments would 

arise.  For this reason UCITS should be given considerable flexibility in the types of asset they may 

deliver as collateral. 

 

Q12 

What is the market practice in terms of information provided to investors as regards EPM? Do you 
think that there should be greater transparency related to the risks inherent in EPM techniques, 
collateral received in the context of such techniques or earnings achieved thereby as well as their 
distribution?  
 

12 Answer: 

 

The recent ESMA guidelines have addressed transparency in the case of securities lending, but it 
remains to be seen how clear they are.  Please note that it would not be appropriate to identify 
which particular securities would be eligible for lending in a fund. 
 
In the case of the use of other derivatives for EPM purposes, we believe that there is scope for 
harmonisation of the explanation of techniques used in the prospectus. 
 
Box 3: Over the counter derivatives 
 
Q1 
When assessing counterparty risk, do you see merit in clarifying the treatment of OTC derivatives 
cleared through central counterparties? If so, what would be the appropriate approach?  
 
1 Answer: 
 
We do see merit in clarifying the treatment of OTC derivatives cleared through central 
counterparties, since certain OTC counterparty risks will be mitigated by central clearing and certain 
new risks will be introduced. 
 



The current UCITS counterparty limits were not designed for the CCP world and will need to be 
appropriately calibrated to allow UCITS to make full use of the CCPs.  Different CCP regimes (in the 
US and the EU) lead to exposures to different types of entity, so regulations should be capable of 
dealing with the various regimes. 
 
Q2 
For OTC derivatives not cleared through central counterparties, do you think that collateral 
requirements should be consistent between the requirements for OTC and EPM transactions?  
 
2 Answer: 
 
No.  Collateral should be consistent with the inherent risk and so does not need to be consistent 
between OTC and EPM transactions (note that some EPM derivative transactions will be OTC).  
Consistency may prevent the UCITS from meeting the requirements of the counterparty which 
would reduce the access of UCITS funds to particular markets. 
 
Q3 
Do you agree that there are specific operational or other risks resulting from UCITS contracting 
with a single counterparty? What measures could be envisaged to mitigate those risks?  

 
3 Answer: 
 
Concentration limits are set in terms of exposure net of collateral.  Therefore collateral received can 
fully offset counterparty exposure and use of a single counterparty is possible.  However, a UCITS 
would be over dependent on one firm.  A back-up counterparty should be in place, in relation to 
total return swaps for example, but there is no need for a requirement for more since that would 
create operational and control difficulties. 
 
Q4 

What is the current market practice in terms of frequency of calculation of counterparty risk 
and issuer concentration and valuation of UCITS assets? If you are an asset manager, please 
also provide information specific to your business.  
 
4 Answer: 
 
We calculate counterparty risk and issuer concentration daily, and we believe this should be best 
practice for daily priced funds.  While our funds are generally priced daily, there may be legitimate 
reasons why some types of fund would be valued less frequently. 
 
Q5 
What would be the benefits and costs for all stakeholders involved of requiring calculation of 
counterparty risk and issuer concentration of the UCITS on an at least daily basis?  
 
5 Answer: 
 
This would not represent a change for us. 
 
Q6   
How could such a calculation be implemented for assets with less frequent valuations?  
 
  



6 Answer: 
 
Typically, we do not hold assets that cannot be valued on a daily basis.  It should be possible 
however to use fair value pricing to revalue in the majority of cases. 
 
Box 4: Extraordinary liquidity management rules 
 
Q1 
What type of internal policies does a UCITS use in order to face liquidity constraints? If you are an 
asset manager, please provide also information specific to your business. 
 
1 Answer: 
 
Ultimately the responsibility for maintaining appropriate liquidity must lie with the portfolio 
manager who is able to observe changes in market conditions more rapidly than anyone else.   The 
UCITS framework permits certain actions to be taken in exceptional cases, and this should continue.  
It is not appropriate to set liquidity quotas for a fund since the need for liquidity will vary over time 
and each fund will have a liquidity requirement that will be a function of the investor type. 
 
Exceptional market events will cause problems for fund managers.  Where there is a large 
proportion of institutional investors, a manager may keep on top of their intentions through regular 
dialogue and thus manage liquidity appropriately.   
 
The deferral of redemptions is available to varying degrees depending on the member state in 
question, but this is not a good solution as it merely puts off the redemption for a short time, so the 
problems remain.  Suspension of trading in the shares of a fund is seen as a last resort and to be 
avoided so long as alternative solutions are possible. 
 
Q2 
 Do you see a need to further develop a common framework, as part of the UCITS Directive, for 
dealing with liquidity bottlenecks in exceptional cases?  
 
2 Answer: 
 
Yes.  Any framework should include a range of options that may be brought into effect depending on 
the nature of the exceptional market conditions prevailing, since it is not possible to predict the 
nature of the next market events. 
 
Q3 
What would be the criteria needed to define the "exceptional case" referred to in Article 84(2)? 
Should the decision be based on quantitative and/or qualitative criteria? Should the occurrence of 
"exceptional cases" be left to the manager's self-assessment and/or should this be assessed by the 
competent authorities? Please give an indicative list of criteria.  
 
3 Answer:  
 
Exceptional cases should be assessed by the management company since competent authorities will 
not be close enough to market events and the investments of a fund to initiate a judgement call.  
The management company will need to inform the competent authority of action taken. 
 



The judgement should be made as much as possible through assessment of quantitative critieria, but 
there must also be an element of qualitative judgement as well. 
 
Q4 
Regarding the temporary suspension of redemptions, should time limits be introduced that would 
require the fund to be liquidated once they are breached? If yes, what would such limits be? 
Please evaluate benefits and costs for all stakeholders involved.  
 
4 Answer: 
 
We do not support a time limit that would require the liquidation of a fund following the suspension 
of redemptions.  A forced liquidation after the passing of a mandatory time limit is unlikely to be in 
the interest of the investors as it may well have to be conducted as a ‘fire sale’.  It is often the case 
however that liquidation would follow a suspension (post 9/11 is an exception, illustrating the wide 
variety of exceptional cirumstances that may arise).  A fund manager would seek to avoid suspension 
at all costs. 
 
Q5 
Regarding deferred redemption, would quantitative thresholds and time limits better ensure 
fairness between different investors?  How would such a mechanism work and what would be the 
appropriate limits? Please evaluate benefits and costs for all the stakeholders involved.  
 
5 Answer: 
 
Quantitative thresholds and time limits would not better ensure fairness among different investors.  
Queuing on a first come first served basis is resonable.  However, the management company should 
be able to demonstrate that those redeeming did not benefit at the expense of continuing investors. 
 
Q6 
What is the current market practice when using side pockets? What options might be considered 
for side pockets in the UCITS Directive? What measures should be developed to ensure that all 
investors' interests are protected? Please evaluate benefits and costs for all the stakeholders 
involved.  
 
6 Answer: 
 
Not normally used by JPMAM. 
 
Q7 
Do you see a need for liquidity safeguards in ETF secondary markets? Should the ETF provider be 
directly involved in providing liquidity to secondary market investors? What would be the 
consequences?  
 
7 Answer: 
 
We do not manage ETFs 
 
Q8 
Do you see a need for common rules (including time limits) for execution of redemption orders in 
normal circumstances, i.e. in other than exceptional cases? If so, what would such rules be?  
 



8 Answer: 
 
We believe that the current standards  for transactions and redemption cut off times work well.  We 
do not believe that there should be any further rules or restrictions for normal situations. 
 
Box 5: Depositary passport 
 
We do not have any comments on this area. 
 
Boxes 6  to 9: Money market funds 
 
We do not have comments on this area at the moment.  The global discussion on the future of 

Money Market Funds is important and we will wish to contribute to it in the coming months. 

Box 10: Long-term investments 

Q1 

What options do retail investors currently have when wishing to invest in long-term assets? Do 

retail investors have an appetite for long-term investments? Do fund managers have an appetite 

for developing funds that enable retail investors to make long-term investments?  

 

1 Answer: 

 

Currently retail investors are limited as to the funds available in this area.  Options vary from one 

country to the next and tend to relate to real property.  

  

We believe that there would be a significant retail market in funds that are part of a harmonised 

long-term investment fund regime across the EU. 

 

Q2 

Do you see a need to create a common framework dedicated to long-term investments for retail 

investors? Would targeted modifications of UCITS rules or a stand-alone initiative be more 

appropriate?  

 

2 Answer: 

 

Yes.  A common framework should open up the market in the EU for such investments.  It is unlikely 

that a modified category of UCITS will be sufficiently clear to investors.  A stand alone regime could 

be easier and clearer to regulate as well as to promote. 

 

Q3 

Do you agree with the above list of possible eligible assets? What other type of asset should be 

included? Please provide definitions and characteristics for each type of asset.  

 

3 Answer: 

 

In general we agree with the list of possible assets. 



 

Q4 

Should a secondary market for the assets be ensured? Should minimum liquidity constraints be 

introduced? Please give details.  

 

4 Answer: 

 

The answer to this depends on the type of fund contemplated in a new regime.  Because of the 

illiquidity of the underlying assets, a closed ended fund would be the most prudent structure to 

avoid issues of raising liquidity from the sale of assets.  Liquidity of such a fund could be provided by 

a secondary market (where funds would be traded at prices set by the forces of supply and demand). 

 

If open ended funds are contemplated, they would need to come with a lock-up period.  Again a 

secondary market would enable an exit strategy for the retail investor. 

 

Another option may be open ended funds with six monthly trading.  Investors will be able to redeem 

their assets given sufficient notice, but this will provide less liquidity than a fund with secondary 

market trading. 

 

Overall, we believe the closed ended fund structure to be the most appropriate for these assets. 

 

Q5 

What proportion of a fund's portfolio do you think should be dedicated to such assets? What 

would be the possible impacts?  

 

The concern we would have if these long-term assets formed part of a more diversified portfolio, 

would be the possible instability in the make-up of the fund if the manager is forced to sell liquid 

assets to meet redemptions, leaving a far greater proportion of long-term assets than was intended. 

 

Q6 

What kind of diversification rules might be needed to avoid excessive concentration risks and 

ensure adequate liquidity? Please give indicative figures with possible impacts.  

 

Q7 

Should the use of leverage or financial derivative instruments be banned? If not, what specific 

constraints on their use might be considered?  

 

7 Answer 

 

Leverage and financial derivative use should be limited.  Proper consideration should be given to the 

need for borrowing to enable real estate transactions to be effected.  Also derivative use should be 

limited to facilitate asset purchases and EPM techniques (reduction of risk, reduction of cost, etc) 

rather than high risk leverage in search for higher returns.  Disclosure in product materials will be of 

key importance. 

 



Q8 

 Should a minimum lock-up period or other restrictions on exits be allowed? How might such 

measures be practically implemented?  

 

8 Answer: 

 

See earlier answers.  Consideration must be given to ensuring that continuing investors are not 

disadvantaged by the provision of liquidity. 

 

Q9 

To ensure high standards of investor protection, should parts of the UCITS framework be used, e.g. 

management company rules or depositary requirements? What other parts of the UCITS 

framework are deemed necessary?  

 

9 Answer: 

 

It is likely that the parts of UCITS relating to the management company would be relevant to long 

term investment funds.  The role of the depositary could be very different though and consideration 

must be given to the nature of the instruments / investments and the tasks most appropriate for a 

depositary as a result. 

 

Q10 

Regarding social investments only, would you support the possibility for UCITS funds to invest in 

units of EuSEF? If so, under what conditions and limits?  

 
Box 11: UCITS IV improvement 

 

Q1 

 Do you think that the identified areas (points 1 to 4) require further consideration and that 

options should be developed for amending the respective provisions? Please provide an answer 

on each separate topic with the possible costs / benefits of changes for each, considering the 

impact for all stakeholders involved.  

 

1 Answer: 

 

In the case of Master-feeder structures, we agree that the same information standards should apply 

across all three scenarios. 

 

We agree that there should be legal certainty in respect of fund merger notification timelines. 

 

The introduction of an electronic format of notification of changes would be very much welcomed. 

 

Q2 

Regarding point 5, do you consider that further alignment is needed in order to improve 

consistency of rules in the European asset management sector? If yes, which areas in the UCITS 



framework should be further harmonised so as to improve consistency between the AIFM 

Directive and the UCITS Directive?  

 

2 Answer:  

Care needs to be taken in this area as many of the provisions in the AIFMD are the result of it being a 

manager directive rather than a product one.  The lack of regulations around the product has led to 

more controls over the manager.  These are not required in UCITS as the product is so tightly 

controlled. 

 

 

 


